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Accounting Research 
BULLETINS 
November, 1952 No. 11 
Accounting for 
Stock Dividends 
and Stock Split-Ups 
(Revised) 
This bulletin supersedes Accounting Re-
search Bulletin No. 11, "Corporate Account-
ing for Ordinary Stock Dividends " issued in 
September, 1941. 
1. The term stock dividend, as used in this bulletin, refers to an 
issuance by a corporation of its own common shares to its common 
shareholders without consideration and under conditions indicating 
that such action is prompted mainly by a desire to give the recipient 
shareholders some ostensibly separate evidence of a part of their 
respective interests in accumulated corporate earnings without dis-
tribution of cash or other property which the board of directors deems 
necessary or desirable to retain in the business. 
2. The term stock split-up, as used in this bulletin, refers to an 
issuance by a corporation of its own common shares to its common 
shareholders without consideration and under conditions indicating 
that such action is prompted mainly by a desire to increase the num-
ber of outstanding shares for the purpose of effecting a reduction in 
their unit market price and, thereby, of obtaining wider distribution 
and improved marketability of the shares. 
3. This bulletin is not concerned with the accounting for a dis-
tribution or issuance to shareholders of (a) shares of another corpora-
tion theretofore held as an investment, or (b) shares of a different 
class, or (c) rights to subscribe for additional shares, or (d) shares of 
the same class in cases where each shareholder is given an election to 
receive cash or shares. 
4. The discussion of accounting for stock dividends and split-ups 
that follows is divided into two parts. The first deals with the prob-
lems of the recipient. The second deals with the problems of the 
issuer. 
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AS TO THE RECIPIENT 
5. One of the basic problems of accounting is that of income de-
termination. Complete discussion of this problem is obviously beyond 
the scope of this bulletin. Basically, income is a realized gain and in 
accounting is recognized, recorded, and stated in accordance with 
certain principles as to time and amount. 
6. In applying the principles of income determination to the ac-
counts of the shareholder of a corporation, it is generally agreed that 
the problem of determining his income is distinct from the problem 
of income determination by the corporation itself. The income of the 
corporation is determined as that of a separate entity without regard 
to the equity of the respective shareholders in such income. Under 
conventional accounting concepts, the shareholder has no income 
solely as a result of the fact that the corporation has income; the in-
crease in his equity through undistributed earnings is no more than 
potential income to him. It is true that income earned by the corpora-
tion may result in an enhancement in the market value of the shares, 
but until there is a distribution, division, or severance of corporate 
assets, the shareholder has no income. If there is an increase in the 
market value of his holdings, such unrealized appreciation is not 
income. In the case of a stock dividend or split-up, there is no distri-
bution, division, or severance of corporate assets. Moreover, there is 
nothing resulting therefrom that the shareholder can realize upon 
without parting with some of his proportionate interest in the 
corporation. 
7. The foregoing are important points to be considered in any dis-
cussion of the accounting procedures to be followed by the recipient 
of a stock dividend or split-up since many arguments put forward by 
those who favor recognizing stock dividends as income are in sub-
stance arguments for the recognition of corporate income as income 
to the shareholder as it accrues to the corporation, and prior to its 
distribution to the shareholder; the acceptance of such arguments 
would require the abandonment of the separate entity concept of 
corporation accounting. 
8. The question as to whether or not stock dividends are income 
has been extensively debated; the arguments pro and con are well 
known.1 The situation cannot be better summarized, however, than 
in the words approved by Mr. Justice Pitney in Eisner v. Macomber, 
252 U.S. 189, wherein it was held that stock dividends are not income 
under the Sixteenth Amendment, as follows: 
1 See, for instance, Freeman, "Stock Dividends and the New York Stock Exchange," 
American Economic Review, December, 1931 (pro) , and Whitaker, "Stock Dividends, 
Investment Trusts, and the Exchange," American Economic Review, June, 1931 (con). 
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"A stock dividend really takes nothing from the property of the 
corporation and adds nothing to the interests of the stockholders. Its 
property is not diminished and their interests are not increased . . . 
the proportional interest of each shareholder remains the same. The 
only change is in the evidence which represents that interest, the new 
shares and the original shares together representing the same propor-
tional interests that the original shares represented before the issue of 
the new ones." 
9. Since a shareholder's interest in the corporation remains un-
changed by a stock dividend or split-up except as to the number of 
share units constituting such interest, the cost of the shares previously 
held should be allocated equitably to the total shares held after 
receipt of the stock dividend or split-up. When any shares are later 
disposed of, a gain or loss should be determined on the basis of the 
adjusted cost per share. 
AS TO THE ISSUER 
Stock Dividends 
10. As has been previously stated, a stock dividend does not, in 
fact, give rise to any change whatsoever in either the corporation's 
assets or its respective shareholders' proportionate interests therein. 
However, it cannot fail to be recognized that, merely as a consequence 
of the expressed purpose of the transaction and its characterization as 
a "dividend" in related notices to shareholders and the public at 
large, many recipients of stock dividends look upon them as distribu-
tions of corporate earnings and usually in an amount equivalent to 
the fair value of the additional shares received. Furthermore, it is to 
be presumed that such views of recipients are materially strengthened 
in those instances, which are by far the most numerous, where the 
issuances are so small in comparison with the shares previously out-
standing that they do not have any apparent effect upon the share 
market price and, consequently, the market value of the shares pre-
viously held remains substantially unchanged. The committee there-
fore believes that where these circumstances exist the corporation 
should in the public interest account for the transaction by trans-
ferring from earned surplus to the category of permanent capitaliza-
tion (represented by the capital stock and capital surplus accounts) 
an amount equal to the fair value of the additional shares issued. 
Unless this is done, the amount of earnings which the shareholder 
may believe to have been distributed to him will be left, except to the 
extent otherwise dictated by legal requirements, in earned surplus 
subject to possible further similar stock issuances or cash distributions. 
11. Where the number of additional shares issued as a stock divi-
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dend is so great that it has, or may reasonably be expected to have, the 
effect of materially reducing the share market value, the committee 
believes that the implications and possible constructions discussed in 
the preceding paragraph are not likely to exist and that the transac-
tion clearly partakes of the nature of a stock split-up as defined in 
paragraph 2. Consequently, the committee considers that under such 
circumstances there is no need to capitalize earned surplus, other 
than to the extent occasioned by legal requirements. It recommends, 
however, that in such instances every effort be made to avoid the use 
of the word "dividend" in related corporate resolutions, notices, and 
announcements and that, in those cases where because of legal re-
quirements this cannot be done, the transaction be described, for 
example, as a "split-up effected in the form of a dividend." 
12. In cases of closely-held companies, it is to be presumed that the 
intimate knowledge of the corporations' affairs possessed by their 
shareholders would preclude any such implications and possible con-
structions as are referred to in paragraph 10. In such cases, the com-
mittee believes that considerations of public policy do not arise and 
that there is no need to capitalize earned surplus other than to meet 
legal requirements. 
13. Obviously, the point at which the relative size of the additional 
shares issued becomes large enough to materially influence the unit 
market price of the stock will vary with individual companies and 
under differing market conditions and, hence, no single percentage 
can be laid down as a standard for determining when capitalization of 
earned surplus in excess of legal requirements is called for and 
when it is not. However, on the basis of a review of market action in 
the case of shares of a number of companies having relatively recent 
stock distributions, it would appear that there would be few instances 
involving the issuance of additional shares of less than, say, 20% or 
25% of the number previously outstanding where the effect would not 
be such as to call for the procedure referred to in paragraph 10. 
14. The corporate accounting recommended in paragraph 10 will 
in many cases, probably the majority, result in the capitalization of 
earned surplus in an amount in excess of that called for by the laws 
of the state of incorporation; such laws generally require the 
capitalization only of the par value of the shares issued, or, in the 
case of shares without par value, an amount usually within the 
discretion of the board of directors. However, these legal require-
ments are, in effect, minimum requirements and do not prevent the 
capitalization of a larger amount per share. 
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Stock Split-Ups 
15. Earlier in this bulletin a stock split-up was defined as being 
confined to transactions involving the issuance of shares, without con-
sideration moving to the corporation, for the purpose of effecting a 
reduction in the unit market price of shares of the class issued and, 
thus, of obtaining wider distribution and improved marketability 
of the shares. Where this is clearly the intent, no transfer from earned 
surplus to capital surplus or capital stock account is called for, other 
than to the extent occasioned by legal requirements. It is believed, 
however, that few cases will arise where the aforementioned purpose 
can be accomplished through an issuance of shares which is less than, 
say, 20% or 25% of the previously outstanding shares. 
16. The committee believes that the corporation's representations 
to its shareholders as to the nature of the issuance is one of the prin-
cipal considerations in determining whether it should be recorded 
as a stock dividend or a split-up. Nevertheless, it believes that the 
issuance of new shares in ratios of less than, say, 20% or 25% of the 
previously outstanding shares, or the frequent recurrence of issuances 
of shares, would destroy the presumption that transactions repre-
sented to be split-ups should be recorded as split-ups. 
The statement entitled "Accounting for 
Stock Dividends and Stock Split-Ups" was 
adopted by the assenting votes of nineteen 
members of the committee, of whom two, 
Messrs. Knight and Calkins, assented with 
qualification. One member, Mr. Wilcox, 
dissented. 
Mr. Knight assented with the qualification that he believes the 
bulletin should recognize the propriety of treating as income stock 
dividends received by a parent from a subsidiary. He believes the 
bulletin should have retained from the original Bulletin No. 11 
the statement, "It is recognized that this rule, under which the stock-
holder has no income until there is a distribution, division, or sever-
ance, may require modification in some cases, or that there may be 
exceptions to it, as, for instance, in the case of a parent company with 
respect to its subsidiaries, . . . " 
Mr. Calkins approves part one of the bulletin, but believes part 
two is inconsistent therewith in that the former concludes that a stock 
dividend is not income to the recipient while the latter suggests ac-
counting procedures by the issuer based on the assumption that the 
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shareholder may think otherwise. He believes it is inappropriate for 
the corporate entity to base its accounting on considerations of pos-
sible shareholder reactions. He also believes that part two deals with 
matters of corporate policy rather than accounting principles and 
that the purpose sought to be served could be more effectively ac-
complished by appropriate notices to shareholders at the time of the 
issuance of additional shares. 
Mr. Wilcox dissents from the recommendations in this bulletin 
both as to the recipient and the issuer. He believes that, with proper 
safeguards, stock dividends should be regarded as marking the point 
at which corporate income is to be recognized by shareholders, and 
denies that the arguments favoring this view are in substance argu-
ments for the recognition of corporate income as income to the share-
holder as it accrues to the corporation. He believes that the argu-
ments regarding severance and maintenance of proportionate interest 
are unsound, and cannot logically be invoked as they are in this bul-
letin, since they are widely ignored with respect to distributions 
of securities other than common stock dividends. Mr. Wilcox be-
lieves the recommendations as to the issuer are inconsistent with 
the rest of the bulletin, involve arbitrary distinctions, hamper or dis-
courage desirable corporate actions, result in meaningless segregation 
in the proprietorship section of balance sheets, and serve no in-
formative purpose which cannot be better served by explanatory 
disclosures. He therefore also dissents from the omission of require-
ments for information and disclosures which were contained in 
the original Bulletin No. 11 issued in September, 1941. 
NOTES 
1. Accounting Research Bulletins represent the considered opin-
ion of at least two-thirds of the members of the committee on account-
ing procedure, reached on a formal vote after examination of the 
subject matter by the committee and the research department. Except 
in cases in which formal adoption by the Institute membership has 
been asked and secured, the authority of the bulletins rests upon 
the general acceptability of opinions so reached. (See Report of 
Committee on Accounting Procedure to Council, dated September 
18, 1939.) 
2. Opinions of the committee are not intended to be retroactive 
unless they contain a statement of such intention. They should not 
be considered applicable to the accounting for transactions arising 
prior to the publication of the opinions. However, the committee 
does not wish to discourage the revision of past accounts in an indi-
vidual case if the accountant thinks it desirable in the circumstances. 
Opinions of the committee should be considered as applicable only to 
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items which are material and significant in the relative circumstances. 
3. It is recognized also that any general rules may be subject to 
exception; it is felt, however, that the burden of justifying departure 
from accepted procedures must be assumed by those who adopt other 
treatment. (See Bulletin No. 1, page 3.) 
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